M NUTES

MONTANA SENATE
57th LEG SLATURE - SPECI AL SESSI ON
COWM TTEE ON TAXATI ON

Call to Order: By CHAIR BOB DEPRATU, on August 5, 2002 at 1:03
P.M, in Room 152 Capitol.

ROLL CALL

Menbers Present:
Sen. Bob DePratu, Chair (R
Sen. Alvin Ellis Jr., Vice Chair (R
Sen. John C. Bohlinger (R)
Sen. Mack Cole (R
Sen. Pete Ekegren (R
Sen. Jon Ellingson (D)
Sen. Bill daser (R
Sen. Dan Harrington (D)
Sen. Emily Stonington (D)

Menmber s Excused: None.
Menmbers Absent: None.

Staff Present: Lee Heinman, Legislative Branch
Deb Thonpson, Committee Secretary

Pl ease Not e: These are sunmary mnutes. Testinony and
di scussi on are paraphrased and condensed.

Comm tt ee Busi ness Summary:
Hearing(s) & Date(s) Posted: SB 7, SB 8, SB 9, SB 10,
7/ 30/ 2002
Executive Action: SB 10 Tabl ed

The Hearing on SB 10 was stopped half way through Proponents

testinmony so the Senate could convene at 3:00 pm The Hearing
was reconvened ten mnutes after adjournnment of the Senate.

HEARI NG ON SENATE BILL 7

Sponsor: Senator Royal Johnson, fromBillings, described the
bill. He presented an anmendnent. He said the bill was a
transfer fromone fund to another and would bring $50 nmillion
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dollars of coal tax as a grant to the General Fund. The bill is

flexible so if revenues don't cone through, the Governor would

not need to call back the Legislature. He pointed out that nore

cuts were not wanted. {Tape : 1; Side : A, Approx. Tinme Counter
0 - 7.4}

Proponents' Testinony: Dick Crofts, Comm ssioner of Hi gher
Education, urged the commttee pass the bill as this would ensure
funding for essential state services especially the Mntana
University System He noted that the University Systemwas the
"engi ne"” that could make a positive future return on the

i nvestnment. The budget was now reduced by 8% due to the cuts.

He described the decrease of funding that occurred since 1992 but
the increase of students. He stressed that the University System
needed sone type of revenue enhancenment or an investnent, such as
the coal tax, could be tapped. {Tape : 1; Side : A, Approx. Tine
Counter : 7.4 - 10.4}

Qpponent s’ Testinony: Eric Feaver, representi ng MEAMFT, opposed
the bill with the amendnment. He visited with Senator Johnson and
suggested the bill needed a source of revenue to pay the | oan
back. He pointed out a 3/4 vote of the Legislature could not be
overcome and instead the outconme woul d produce political

rhetoric. A source of funding needed to pay the | oan back "up to
$50 million - is |loosy goosy". He pointed out the anount the
budget woul d be short is not known exactly and the Legislature
shoul d not give the Governor a checkbook with $50 million

dol lars. Funding was necessary rather than cutting away
essential governnent prograns. Qher bills would provide nore
revenue streans. |If the coal tax was used once it would be done
again. He urged the conmttee not pass this bill. {Tape : 1;
Side : A Approx. Time Counter : 10.4 - 13.4}

Linda WIIlians Johnson, President of the League of Wman Voters,
said the issue had been studied carefully and the League had
deci ded the trust fund would be needed for the future. |If the
fund was borrowed she said to nake sure the noney gets repaid.

Questions from Commttee Menbers and Responses: Senat or
Bohl i nger asked Senator Johnson if the two bills could be nerged.
He said it would make sense to include SB 12 which would bring

$40 million dollars a year of revenue, to include the bed tax
from4 to 9% equaling $15 million a year, the car rental tax of
9% equaling $4 mllion and cigarette tax going from.18 cents to

.60 cents, a .42 cent increase - to $20 mllion a year. SB 7
could be treated like a |l oan and then be repaid by these other
nmeasures. He suggested the two bills be conbined. {Tape : 1;
Side : A Approx. Time Counter : 13.4 - 17.8}
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Senat or Johnson replied the fund woul d provide a revenue stream
and avoid the need to raise taxes. He pointed out there were

| ots of things done with the coal tax fund such as the $12
mllion dollars that was used to fund sci ence and t echnol ogy.
{Tape : 1; Side : A, Approx. Tinme Counter : 17.8 - 20. 3}

Senat or Col e pointed out the Coal Trust was the reason for the
good bonding record of AA. He asked what this transfer of funds
fromthe trust would do to the rating. Senator Johnson noted
that he was a nmenber of the State Capital |nvestnent Board and
the bonds were rated on the ability to pay which woul d have no
affect on the trust transfer. The rating would still be AA
Senator Col e asked if this noney woul d be paid back. Senator
Johnson clarified that the transfer would be a grant and not al
used but rather available to balance the budget if it was short
$5 mllion dollars, for exanple. He pointed out that if a tax

i ncrease were not possible then other cuts would be forthcom ng.
{Tape : 1; Side : A Approx. Tinme Counter : 20.3 - 22.9}

Senator Ellis pointed out there would be a further shortfall of
t he budget by January when the Session would start. Senator
Johnson indicated that the Governor would be able to take $5 or
$10 million dollars out of the coal tax fund to get the budget
whole. It could be made a specific nunber or be flexible. |If
t he noney was not needed then no borrow ng woul d be necessary.
{Tape : 1; Side : A, Approx. Tinme Counter : 22.9 - 27.2}

Senator d aser felt the current budget shortfall could be
attributed to a shortage of incone tax collection plus a decrease
in capital gains tax collections as there was a big decrease in

i nvestnment inconme. {Tape : 1; Side : B; Approx. Tine Counter : O
- 3.5}

Senat or Johnson noted the bill took care of the inmedi ate budget
probl ens. He pointed out that additional decreases in revenue
woul d result in further problens. These decreases woul d be seen
if revenue frominconme tax collections were down. Even if

enpl oynent was constant there was sone question about i nvestnent
income. Clayton Schenk fromthe Legislative Fiscal Analysts

O fice coomented that further revenue estinmates coul d negatively
require nore cuts by 10%to agencies. Senator Johnson suggested
the bill could be sun set in 2003. He pointed out the Governor
woul d not spend the noney foolishly. Senator Stonington said she
was not confortable with this nmuch discretion. {Tape : 1; Side :
B; Approx. Tine Counter : 3.5 - 5.5}

Senat or Bohl i nger described revenue projects provided by the
Depart ment of Revenue fromhis three tax proposals would raise
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$40 million dollars. He noted that further funding problens
woul d be addressed in January. Senator Harrington asked whet her
agencies could be forced nore than a 10% reduction during the

bi enni um wi t hout a Special Session. Lee Heiman referenced MCA
17-7-141. He pointed out the process could continue dependi ng on
the ending fund bal ance. {Tape : 1; Side : B; Approx. Tine
Counter : 5.5 - 12.1}

G osing by Sponsor: Senator Johnson closed. He tal ked about the
serious situation that woul d become worse as the regul ar Session
started. The biggest recipient group of the coal tax noney is

t he school system He pointed out the coal tax fund al ready put
$10 mllion in the base. Additional cuts could be avoided if
this noney were to be used again. {Tape : 1; Side : B; Approx.
Time Counter : 12.1 - 13.4}

HEARI NG ON SENATE BILL 9

Sponsor: Senator John Cobb, SD 25, presented the bill. He said
this would transfer $10 mllion dollars to the General Fund
through a one tinme transfer. He noted the commttee had heard
argunents regarding the need for a 3/4 vote for taking the coal
tax noney. He said this noney could reduce cuts or be considered
a funding source. The human services arena did not have a rainy
day fund. Increases in case |oads did not have a safety net and
woul d have to be cut. The status quo was unacceptabl e and

sonmet hing nust be done. He said it was tinme to take the noney
not just for the short termbut for the long term nmess of $250
mllion dollars. Oher options nust be considered. {Tape : 1,
Side : B; Approx. Time Counter : 13.4 - 18.1}

Pr oponents' Testi nony: None

Qpponent s’ Testinony: Eric Feaver, representing MEAMFT, told the
commttee if they were |ooking for long termneeds then new
sources of revenues must be considered. {Tape : 1; Side : B
Approx. Tinme Counter : 18.1 - 19.9}

Questions from Committee Menbers and Responses: Senator
Stoni ngt on said she appreciated the work done on the bill.
However, she questioned how the one time shot woul d address the
long term problem She pointed out that one dollar spent in
human services equaled three dollars returned to the econony in
terms of matching federal funds. Cuts are permanent, but the
federal noney was needed to exist. For every dollar cut the
state would |l oose 2 to 3 dollars of federal noney. {Tape : 1;
Side : B; Approx. Time Counter : 19.9 - 23.3}
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Senat or Bohl i nger asked why use the $10 million dollar figure as
it was $45 nmillion dollars the budget was short. Senator Cobb
replied that if the $10 million dollars could not be used then

maybe it could be considered for a part time transfer as another
opti on.

Cl osi ng by Sponsor: Senator Cobb cl osed.

HEARI NG ON SENATE BILL 8

Sponsor: Senator John Cobb, SD 25, presented the bill. He said
this neasure would raise the cigarette tax from 18 cents to 26
cents. The bill termnates in three years. The noney woul d go

for human services. He pointed out those against the taxes had
good reasons. However, the problemwas the human servi ces had
$24 mllion dollars taken out of their budget. This affects
peopl e who nade little noney. The recession produced thousands
of these people who cane into the services trying to find noney.
{Tape : 1; Side : B; Approx. Time Counter : 23.3 - 30} He

poi nted out there were twice as many snokers on Medicaid. As the
provi ders were cut, it appeared as a hidden tax since soneone

el se pays and nore is charged. Physicians don't take Medicaid
patients because of the lack of payments. They are having
difficulty paying their own bills. Cobb asked the commttee to
consider this bill. {Tape : 2; Side : A, Approx. Tinme Counter
0 - 2.1}

Proponents' Testinony: Dr. Robert Shepard, a Hel ena physi ci an,
said he had served on the Governors' Council on Tobacco Use
Prevention, which tried to inprove the health insurance coverage
in Montana. In order to reduce the need for services, a

conpr ehensi ve approach in education and adverti si ng was
necessary. He said everyone recognizes the health probl ens
caused by tobacco use. Tobacco use causes 440 thousand premature
deat hs. Average snokers |live 14 years |ess than non snokers.
Twenty percent of cancer deaths are due to tobacco. It is a
docunented fact that as the price of tobacco products go up the
use goes down. There is a corresponding 4% reduction in adults
and a 7% reduction in teen snoking. As a result, health care
costs go down. A tax increase on tobacco would work towards
reduci ng costs of health care. Snokers ask the public to pay for
their health care. Many productive lives are lost. Health care
costs the health insurance industry as nost tobacco users can't
afford insurance. {Tape : 2; Side : A, Approx. Tine Counter : 2.1
- 7.8}

Erin McGowan, representing Protect Montana Kids. O g, said her
organi zation fights to conbat death and di sease by tobacco
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products. SB 8 would provide a tenporary increase in the tobacco
tax in Montana, which is the third lowest tax in the nation

There woul d be nore than $89 million dollars in long termhealth

care savings. MIllions of dollars would be saved and there would
be fewer deaths. {Tape : 2; Side : A, Approx. Tine Counter : 7.9
- 10. 4}

Adiff Christian, Amrerican Health Association, spoke in favor of

the bill. He described the tobacco addiction and the need to
di scourage snoking. It was his opinion that the tax offered in
the bill was too |low and it should be placed on tobacco products

permanently, not tenporarily. He said it should be seen as a
user fee rather than a tax increase. He pointed out there was
$45 million dollars a year that goes to health care costs for
those that can't afford it but need the care. The 18 cent tax
woul d still be |lower than any of the tobacco producing states.

Jani McCall, representing Deaconess Medical dinic and a children
provi der associ ation, supported the bill. She said the cuts were
devastating and an increase in the tobacco tax would help. It
shoul d be hi gher and permanent and devoted to health and human
services. {Tape : 2; Side : A, Approx. Time Counter : 10.4 -
16. 3}

Ji m Ahrens, Montana Hospital Association, encouraged the
commttee pass the bill. Snokers contribute to the negative cash
flow at the hospitals. Those $5 million dollars in General Fund
cuts equal $17 mllion dollars of matching federal dollars |ost.
Less tobacco use that would occur due to the increase of the
tobacco tax, would hel p keep people out of hospitals. {Tape : 2;
Side : A Approx. Tinme Counter : 16.3 - 18.2}

Sammi e Butl er, Montana Nurses' Association, spoke in favor of the
bill. She said a permanent tax on tobacco products woul d be
needed. The long termeffects of tobacco use were known.

Qpponent s’ Testinony: Jerone Anderson, representing R J. Tobacco
Conpany, opposed the bill. He distributed a handout.

EXH Bl T(tas0l1a0l1) He pointed out the tobacco industry paid their
fair share of the tax burden in Montana. He discussed the 1998
settl ement agreenent which was intended to rei nburse the state of
Montana to the tune of $832 million dollars and then $25 million
dollars a year for 33 years. He noted a tobacco use decline of
25%in 1999 and a 19% decline today even considering the

settl enent paynments. He said the industry contributed $26. 300
mllion in 2001 which he called a "robust” paynent. He descri bed
t he people who paid the tax were the | east able to pay. This was
not a luxury tax but a tax paid by wage earners. He recommended
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the conmttee not vote for a tax increase on tobacco. {Tape : 2;
Side : A Approx. Time Counter : 18.2 - 18.9}

Steve Wade, representing Phillip Mrris, spoke about the
uni nt ended consequences of an increase of the tax. It would
actually have a negative inpact on the budget. It would
effectively decrease the amount received by the state when
considering the naster settlenent agreenent. It would al so spur
crimnal acts in regards to smuggling via internet ordering, thus
side skirting paying any tax. {Tape : 2; Side : A, Approx. Tinme
Counter : 18.9 - 30}

Wade al so pointed out the |loss of jobs with retailers,

whol esal ers, transporters and those on the | ower end of the wage
scale would pay the tax. He said it was not fair for 20% of the
popul ation to pay the tax. Smuggling contraband was a real
probl em and as taxes increased, the problemwould grow. Raising
taxes was not a sound policy and should be broad based. He
believed the tax to be narrow, unstable and would effectively
reduce consunption by using social engineering. He felt a tax

i ncrease shoul d i npact everyone not just a portion of the
popul ati on.

Mar k Staples, representing the Mntana Wol esal ers and

Di stributors Association, pointed out that an increase in the
cigarette and tobacco tax would raise prices but would not cover
the potential drop in sales. He cautioned that the rise in

I nternet activity had not been addressed. Those Internet sales
woul d not be subject to a sal es tax.

Bob Pavl ovi ch, spoke as an opponent to the bill. He described
the need to address long term public health care policy
especially for veterans. He noted an increase in the cigarette
tax woul d have a negative effect on those veterans. {Tape : 2;
Side : B; Approx. Time Counter : 6.4 - 7.6}

Mary Whittinghill, Montana Taxpayers' Association, said the
associ ati on was opposed to increasing the tax during the Speci al
Session. She also believed a tax increase would increase the
smuggl i ng of tobacco products.

Questions from Commttee Menbers and Responses: Senator Ellis
asked M. Ahrens to describe the indirect costs to the health

i nsurance conpanies fromthe shift of insurance due to the

Medi caid cuts. Jim Ahrens, MHA, replied that the hospital s had
to cost shift at |east 33% of their costs which were not paid
for. There was a 33% i ncrease for those who don't pay.
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Senat or Bohl i nger asked Dr. Shepard to respond to Jerone
Anderson's testinony about the high cost of taxes that snokers
al ready paid. Dr. Shepard pointed out that due to chronic
snmokers, this year Montanans paid $216 nmillion dollars to treat
t obacco related ill nesses.

G osing by Sponsor: Senator Cobb closed. He stressed the

probl ens that were brought about by an industry that were all owed
to "legally addict and kill a |ot of people.” This bill would
provide a way to raise noney. {Tape : 2; Side : B; Approx. Tine
Counter : 18.4 - 21.5}

HEARI NG ON SENATE BILL 10

Sponsor: Senator John Cobb presented the bill. The bill was
created as a response to the need to solve the state's short term
budget needs. It would suspend the annual growth rate factor for

the |l ocal government entitlenent share paynents. This would
effect certain personal property tax reinbursenents. He pointed
out this would save $2.2 nillion dollars. This bill he regarded
as an option for the conmttee to consider. {Tape : 2; Side : B
Approx. Time Counter : 21.5 - 24.6}

Pr oponents' Testi nony: None

Qoponents' Testinony: Gordon Mrris, MACO spoke against the

bill. He pointed out that during the |ast Session, HB 124 was
passed which pronoted trust between the counties and the state.
This bill would erase that trust. He asked the Conmttee to
table the bill.

Dean Harman, MACO, opposed the bill. He pointed out that nost of
t he noney was spent. It was too nmuch to ask for |oca
governnments to give up. It would appear that the state took

advantage of them {Tape : 3; Side : A, Approx. Time Counter : O
- 0.6}

Al ec Hansen, Montana League of Cities and Towns, stressed that
the cities, counties and state had worked hard on HB 124 to reach
a unani nrous agreenent. HB 124 works and is stable. Over a three
year period the state would gain. Trust had been invested. SB
10 woul d not be acceptable as it would conpletely erode this

rel ati onshi p.

Li nda Stohl, representing M ssoula County, spoke against the

bill. She tal ked about the inportant services that were provided
to taxpayers with this noney.
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TimBurton, Helena City Manager, opposed the bill. He discussed
the need for predictable and stable funding. Stability was
needed to turn the econony around. This bill would have a

negati ve i npact.

M ke Kadas, Mayor of M ssoula, said it was inportant to consider
the problemof large cuts in the budget spawned the need to | ook
at an increase of various taxes to nmake up the difference.
However, taxes were capped in HB 124. {Tape : 3; Side : A
Approx. Time Counter : 4.5 - 9.2}

The Comm ttee recessed at 2:57 p.m and reconvened at 4:12 p. m
Mona Jam son, representing Gallatin County, opposed the bill.

She was worried that the state would try to bal ance the budget on
t he backs of |ocal governments. She told the conmttee to let HB
124 wor k and oppose SB 10.

Jani McCall, representing the city of Billings, opposed the bill.

This bill would al so suspend the inflation factor for | ocal
government collections. Cities had already given up additional
revenues in exchange to the state. Billings will |oose too nuch

and woul d end up having to cut staff.

Judy Jacobson, Chief Executive of the city of Butte, pointed out
this was a fairness issue. The cities cannot afford to | oose
nore revenue.

Joe Mazurek, representing the city of Geat Falls, spoke agai nst
t he proposed | egislation.

John Lawmton, Great Falls Cty Manager, said he served on the
InterimConmm ttee and he recommended HB 124 be al |l owed to worKk.
The state would actually be gaining noney over the long term It
woul d be a m stake to go back on an agreenment. He asked that
this bill be defeated.

Questions fromCommittee Menbers and Responses: Senator Ekegren
asked for an explanation of HB 124. Joe Mazurek di scussed the
rei nbur senent schedul e and how t he percentages worked for the
long term Jani McCall tal ked about the cost to Billings for
2003, which woul d be $247,587 doll ars.

A osing by Sponsor: Senator Cobb closed. He presented an
docunent which outlined the calculations of entitlenent share
paynents fromthe cities. EXH Bl T(tas0l1a02) He pointed out this
bill provided an option as a way of raising noney. {Tape : 3;
Side : B; Approx. Time Counter : 13.2 - 15}
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EXECUTI VE ACTI ON ON SENATE BILL 10

Senator Stonington noved to table the bill. She pointed out this
woul d effect the counties and cities negatively and should be
dealt with during the regular Session. The counties gave up
growi ng their revenue in order to have stable support based on
the state partnership.

Senat or Bohlinger noted that passing SB 10 woul d break the trust
establ i shed between cities, counties and state governnment. He
pointed out it would reduce the budget in Billings by over $247

t housand dollars and he doubted their ability to absorb the
reduction. This would cause a reduction in enploynent and he did
not support the | egislation.

Senator d aser said that it was not good to change deal s every
time there was a budget crunch. The noney should be found

el sewhere. He supported the tabling notion.

Senator Harrington pointed out the cities and counties were the
losers in the long run with HB 124. Next Session they better
hope they get the noney back.

The question was called. The notion to table passed unani nously.
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Adj ournnment: 4.34 P.M

BD/ DT
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ADJ OURNVENT

SEN. BOB DEPRATU, Chair

DEB THOWPSON, Secretary
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